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BANKRUPTCY REFORM/More Income Exclusions

SUBJECT: Bankruptcy Reform Act of 1999 . . . S. 625. Dodd modified amendment No. 2532.

ACTION: AMENDMENT REJECTED, 45-51

SYNOPSIS:  Asreported, S. 625, will enact reforms to prevent creditors who have the means of paying their debts from unju
filing for bankruptcy, will enact reforms to protect consumers from unfair credit practices, and will enact busine
bankruptcy reforms. The bill is similar to the bipartisan bill considered last session (see 105th Congress, 2nd sessi@i,3)ote N
The Dodd modified amendmentwould make four changes. First, it would amend the means test that will be used by the b
to determine whether debtors who have the ability to repay part of their debt may have their cases dismissed or moveifrom C
7 bankruptcy to Chapter 13 bankruptcy. (In Chapter 7, the debtor surrenders those assets which do not qualify for an exen
under the law, and the assets are sold to satisfy (in part) the demands of the creditors. Any remaining debt is "disabadyed" (e
In Chapter 13, on the other hand, a repayment plan is created under which a debtor repays a portion of his or her idedot out of
her future earnings. Upon the completion of the repayment plan any remaining debt is discharged. Uiiératdslitor files
for Chapter 7 bankruptcy and, based on his or her current income, can repay the lesser of at least 25 percent of hesabr her ¢
unsecured debts or $15,000, then the bankruptcy court will "presume abuse" of Chapter 7 exists. In determining a dghbtor's ¢
to repay and in setting up a repayment plan, a bankruptcy court will use the standards used by the Internal RevenBSpervice
when it determines how much it will take per month in back taxes from a delinquent taxpayer and how much it will allow t
taxpayer to keep for living expenses. According to the General Accounting Office (GAQO) and the IRS, the IRS standards pe
any necessary expenses, disallowing only "unnecessary and unreasonable" expenses). Instead of using the IRS standards, t
amendment would list certain allowable expenses. Second, it would define "household goods" as being tangible personal pre
normally found in or around a residence, excluding motor vehiclesl, Thivould exempt anyupport payments or other payments
for children from being considered as income when determining a debtor's ability to repay. Fourth, it would amend the sectic
nondischargeability of certain debt occurred shortly before declaring bankruptcy. (Under current law, items purchased withi
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days of bankruptcy from a single creditor in excess of $1,075 are not dischargeable. The bill will make luxury items worth more
than $250 nondischargeable if they are purchased on a credit card within 90 days of declaring bankruptcy, and will make cash
advances on credit cards made within 70 days of declaring bankruptcy nondischargeable. Debts over these limiisbgould s
dischargeable if a debtor demonstrated to the bankruptcy court that they wepe$siany expenses.) The Dodd amendment would

strike the bill provisions regarding nondischargeable debt incurred shortly before declaring bankruptcy and in lieu tHdreof wou
provide that no single debt for an item or service worth more than $400 would be dischargeable if it was incurred within 60 day
of declaring bankruptcy.

Those favoringthe amendment contended:

The Dodd amendment would correct several overly punitive parts of this bill. First, it would make sure that people will not be
forced into repayment plans that did not give them enough money to live on. We do not believe that the bill's relianR& on the |
standards for repayment plans is fair because those standards do not specifically list such allowable living expersgspastchild
or union dues payments. Also, they allow greater expenses for necessities for higher-income people than for lower-income people
Second, the amendment would change the definitions of household goods to make sure that creditors do not go into homes and take
such items as VCRs and toys that have little resale value but have great personal value. Third, it would make certain that chil
support payments and other payments that are for children do not get counted as part of a bankrupt's income that may be divvied
up among creditors. Fourth, and finally, it would strike the bill's unduly harsh sections on nondischargeable creditaradd debt
would put in much more reasonable provisions. Under this bill, if a mother ran up a $251 credit charge at K-Mart buying clothes
for her kids, and 80 days later had to declare bankruptcy, that debt would count as a "luxury" purchase that she cauliMeot eras
think that is extreme. Under the Dodd amendment, only individual items that cost more than $400 and that were purchased within
70 days of declaring bankruptcy would be considered luxury items that could not be discharged. We think that the Dodd amendment
would correct several of the excesses of this bill. We urge our colleagues to support it.

Those opposinghe amendment contended:

We oppose each part of this amendment. First, it would allow any item in a home, however valuable (such as a $2,000 stereo
system), to be counted as a "household good" that a debtor could keep while at the same time egiragiagiégs. (Wite we
oppose this part of the amendment, some of us agree with the intent of protecting items of personal value but littleatumetary v
and will work with our colleagues on finding acceptable language). Second, this amendment would reject using IRS standards for
determining a debtor's ability to repay a portion of his or her debts and the amount that should be paid. The IRS st&idards, wh
are in place and working, are used to collect back taxes that are due from taxpayers. In lieu of the IRS standards, the Dodd
amendment would adopt new standards that we do not think are in any way more expansive but are certainly less tested and less
defined. The IRS standards only disallow unreasonable and unnecessary expenses, which we think is more than sufficient. As for
the particular concern that the IRS allows higher-income taxpayers to have higher allowable expenses, we note thaflunder this b
we are not going to see many lower-income people in Chapter 13 repayment plans, because creditors will not have any right to tr
to force Chapter 7 filers, whose debts are erased, into Chapter 13 if their incomes are under the lower of the natidnebmedian
($49,000) or the applicable State median income. Third, this amendment would help richer bankrupts with high incomes avoid
paying their creditors by ignoring their child support income. For instance, a bankrupt witB@L00income whoeteived
$25,000 per year in child support income and who had mortgage, car, and household expenses equaling $100,000 could get away
with filing under Chapter 7 and walk away w&B5,000 per year. To make up for their losses from such bankrupt filers who would
avoid repaying their debts, creditors would then increase the cost of borrowing for hardworking families, including loveer-incom
families, that repaid their debts. Fourth, this amendment would strike the very reasonabt@nssin this fil that will stop
dishonest people from running up frivolous debts right before they declare bankruptcy. Under this bill, it would stilbbetpossi
get a cash advance of $749 on a credit card in order to pay off a non-dischargeable debt right before dealapicy, lzerckthen
to have that $749 credit debt erased in bankruptcy, and it would still be possible 24 8uydbth of caviar the day before declaring
bankruptcy and then have that debt written off without question. Further, it would even still be possible to run up much larger
charges right before declaring bankruptcy if they were for necessary expenses that a creditor could justify to a bardeeuptcy jud
Supporters of the Dodd amendment think that these limits are too tough. They do not want any purchase questioned right before
someone declares bankruptcy unless it is for an item worth more than $400. Considering that businesses have to rase their pric
to recoup losses from people who declare bankruptcy, and considering that the average American family pays $400 more per year
because of those higher prices, we simply disagree with our colleagues. In sum, the Dodd amendment would weakenthis bill in fo
areas. It would allow people to escape paying debts that they have the ability to repay, and other Americans would agd up footi
the bill. We oppose that result and thus oppose this amendment.



